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Recent years have seen a boost in Chinese firms expanding their operations all 
around the world. The European Union, including its new member states, was no 
exception either. This paper focuses on the trends and drivers of Chinese investments 
in general and Chinese investments flowing to Hungary in particular Given the 
Hungarian economy’s dependence on the Western European countries and its high 
embeddedness in the European economic system, this thesis discusses the Chinese 
foreign direct investments to Hungary not just in itself but as a part of the Chinese 
companies’ strategies in Europe. 
First, the paper presents a brief literature review, then, in Chapter 2, it explains the 
most important theoretical considerations necessary to examine the Chinese 
investments in general and in Hungary in particular. Then, a general overview is 
provided on Chinese outward direct investments in the world, and in Chapter 4, it is 
followed by a detailed investigation on the trends, drivers and future implications of 
Chinese investments in Hungary. 
Through the analysis of recent trends and macroeconomic indicators the paper comes 
to the conclusion that Hungary’s most important strategic role in the Chinese 
outward foreign direct investments might be as a production base for Chinese 
companies who target the European countries. As for the future, the paper concludes 
that Chinese investments in Hungary are going to rise. 
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Chapter 1 Introduction 
1.1 Motivation 
During the last three decades China became a hotspot for foreign direct investments 
from different countries and achieved a spectacular growth rate from year to year. As 
a consequence of this tremendous economic growth, Chinese firms have started to 
venture into foreign markets since the end of the 1990s. Lately, this process has 
accelerated and recent years have seen a boost in Chinese companies expanding their 
operations abroad. Media has reported many Chinese greenfield investments and 
M&As in countries all around the world. The European Union, being one of the 
economically leading regions in the world, was no exception either. Examples are 
numerous: Nanjing Auto buying out UK's Rover, Geely acquiring Swedish Volvo, and 
ZTE appearing in France are just some of the most well-known ones. It seems that the 
Central European region is not left out of the phenomenon either: just to mention one 
of the more interesting cases, in 2010 Xiamen bus company King Long has 
announced to open up a manufacturing base in Hungary.  
This paper aims to examine this phenomenon in more details. How much Chinese FDI 
is flowing to the world, how has it evolved throughout time and what future might be 
predicted for the Chinese outward foreign direct investments (OFDI)? Which 
countries and sectors do the Chinese investors prefer and what are the motivations for 
Chinese companies going abroad? I will try to answer these questions through the 
analysis of statistical data and empirical studies and draw the most important 
conclusions on the Chinese OFDI system. 
What role can Hungary have in this system? Hungary is a small, open country in the 
heart of Europe, its capital, Budapest, being 7 345 km away from Beijing. What is it 
that incites Chinese firms to invest in this country? In what ways is it lucrative for 
them to make investments here? What opportunities and threats does it hold for the 
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the Chinese OFDI in the future? In my discussion I try to find answers to these 
questions, from a Hungarian point of view. 
As the emergence of Chinese OFDI is a fairly recent phenomenon, the lack of data 
often hinders examinations in this topic. I will try to investigate Hungary’s place in 
the Chinese OFDI through a multiple approach. I will not just use data and statistical 
analysis, but will also lean on case studies and interviews conducted with several 
officials of Chinese companies, as well as SWOT analysis to depict the role and future 
of Chinese firms in Hungary. 
 1.2 Literature Review  
The emergence of Chinese companies investing abroad has drawn with itself a surge 
in academic papers and literature on Chinese OFDI. However, as this phenomenon 
has taken its shape only in recent years, the amount of data and empirical analysis is 
rather limited on the topic.   
Literature on Chinese OFDI is based on the literature on multinationals from 
developing countries. Several scholars, such as Dunning (2002), Mathews (2001) or 
Kojima (1978) have tried to capture the motivations of emerging MNEs. 
There have been several studies concerning the motivations of Chinese FDI to 
different countries around the world. The study of Buckley et al. (2007) has been one 
of the first attempts in this regard: they examined the Chinese OFDI’s determinants to 
different countries, through a regression model. Their study was followed by many 
others, with different data sets and model specifications, e.g. that of Zhang (2009), 
Cheung and Qian (2008), Cheng and Ma (2008) and Kolstad and Wiig (2009). 
Restricting the examination of Chinese OFDI to one single region is fairly difficult, 
given the lack of reliable data. Therefore, studies on this topic are very limited. 
Studies are mostly based on specific databases created by authors (such as Hay et al., 
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and Zhang, 2009). 
Literature on Chinese investments in Hungary is virtually non-existent. Given the 
novelty of the phenomenon, only Artner (2009) can be mentioned in this regard, who 
examined the trends of Chinese OFDI in general and Chinese OFDI in Hungary by 
examining statistical data. 
1.3 Overview 
With this thesis I will try to add to the “filling up” of this empty space in 
investigations about Chinese OFDI in Hungary. 
In the second section of this paper I review the theories on FDI. As the literature on 
this topic is very extensive, I limit my examinations on the theories that are relevant to 
my topic. After setting up a general framework for examining the Chinese OFDI, I 
will concentrate more on the FDI from emerging countries, motivations and location 
choices of them on the theoretical level. 
In Chapter 3, I review the recent surge of Chinese companies going abroad, as it gives 
a useful base for examining the Chinese investments to Hungary. I will analyse the 
global position, the host countries, motivations and special characteristics of Chinese 
OFDI through statistical and empirical data. 
In the fourth chapter, I will analyse Hungary’s role in the Chinese OFDI system. As 
Hungary is deeply embedded in the European economy, I examine the topic in a 
European context. I investigate the trends, drivers and future implications of Chinese 
OFDI in Hungary. In the end, I will give policy recommendations, based on the 
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Chapter 2 Theoretical framework 
In this section I would like to review the theories on multinational corporations and 
FDI that are relevant to my further discussion of the main topic. First of all, it is 
important to define what FDI is. Then, I will look into details on the existing theories 
on why companies decide to go abroad in general, what special theoretical aspects 
have to be taken into considerations when looking at multinationals from emerging 
countries in particular and what are those dimensions along which multinationals 
make their location choices. 
2.1 The definition of FDI 
According to the UNCTAD definition, adopted by most of the countries, foreign 
direct investment can be defined as an investment where the main aim of the investor 
is “to acquire lasting interest in enterprises operating outside of the economy of the 
investor”1. For categorizing the investment as FDI it is also needed that the investor’s 
purpose was to gain a decisive power in the management of the enterprise. The equity 
ownership considered to be “enough” to have an effective voice in the foreign 
company’s management might differ across countries but usually the UNCTAD 
definition is adopted according to which this threshold is set at the level of 10% of 
equity ownership.  
According to the UNCTAD definition, transnational corporations are enterprises 
comprising of parent enterprises and their foreign affiliates. The parent enterprise can 
be defined as the firm that controls the assets of the entities in a foreign country. The 
parent company usually does so by owning a certain equity share in the foreign 
affiliate (the threshold is usually set by 10%). The foreign affiliate is the enterprise in 
which the foreign investor owns a stake that permits a lasting power in the 
management of the company (WIR 2006). 
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2.2 Motivations of FDI 
What are the reasons that incite companies to make foreign investments? What kind 
of economic motivations might be behind this activity? And, in particular, in 
accordance with my main topic, one of the most important questions is why do 
companies from developing countries like China decide to locate their activities in a 
foreign country? Is there a special case for them? The literature on these issues has 
been numerous, so I will only review those theories that are the most relevant for the 
further discussion of the topic. The literature on outward FDI from developing 
countries is based on the theories that explain the patterns and motives of FDI in 
general, so first I will start with the mainstream theories and then turn to theories 
specially designed for emerging country multinationals. 
The basic assumption of the theories on FDI is that the multinational firm investing 
abroad faces several difficulties and additional costs local competitors do not face. 
These costs stem from factors such as the lack of knowledge of local market 
conditions, increased expense from communications, possibility of misunderstanding 
because of operating from a distance, etc. So, it has to be explained, why the given 
company is willing to bear these additional costs and how it can counterbalance the 
costs of “foreignness” in the host country. 
One of the earliest studies in this regard has been that of Ohlin (1933) who explained 
the foreign penetration with the possibility of achieving higher profit and growth rates. 
His studies were followed by those of Hymer (1976), Vernon (1966) and Kindleberger 
(1969) whose works give the basis of the analysis of multinational companies. Their 
most important finding is that FDI can be explained by capital imperfections. The 
companies that want to invest abroad have to have some special advantages that place 
them “above” the local companies - this is the only way they can make up for higher 
transactional costs and succeed in foreign markets.  
The first theory that has included the previous ones and has provided a comprehensive 
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the ownership-localization-internationalization (OLI) paradigm designed by Dunning 
(described e.g. in Dunning, 2002). 
The OLI paradigm is based on the principle that a firm will engage into FDI activities 
if 3 conditions are satisfied. The three conditions are the O, L and I advantages, with 
the following meaning: 
• O stands for “ownership” advantages. These are advantages that the firm 
possesses vis-à-vis other firms, that are specific or exclusive to the firm. These 
are usually intangible assets (such as product innovations, marketing, know-how, 
etc) or advantages stemming from a common governance (e.g. preferential access 
to inputs such as labor, economies of scope, monopoly power). 
• I stands for internationalization. If the company has some O advantages described 
above then it will only decide to invest abroad if it is more advantageous for the 
company to use these advantages by itself (internalize them) instead of selling it 
or leasing it to other, foreign or local firms. These “internalization” advantages 
might be, inter alia, to avoid or exploit government intervention, to control 
supplies and conditions of sale inputs, to avoid costs of enforcing property rights. 
• The company possessing O and I advantages is only going to invest in a specific 
foreign country if this country can offer some specific advantages and/or factor 
inputs that help the enterprise to use its O and I advantages. Naturally, the firm 
will only exploit these advantages abroad if they cannot be found in its host 
country, or can be found at a higher cost. These advantages are called L 
advantages. These certain location-specific variables can be e.g. input prices, 
input quality, transport and communication costs, investment incentives. 
the importance of the OLI paradigm lies in the fact that it can explain why specific 
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Route of servicing 
foreign market Ownership Internationalization Foreign location 
FDI Yes Yes Yes 
Trade in goods and 
services Yes Yes No 
Contractual resource 
transfers Yes No No 
Table 1. Different routes for servicing foreign markets  
Source: Dunning (1988) 
As it can be seen in Table 1, the firm will decide to engage in FDI on the condition 
that it has all the three advantages mentioned above, otherwise it will choose different 
types of foreign penetration, or will not choose foreign penetration at all (provided 
that it doesn’t have any of the three advantages). 
How does this theory explain the outward FDI from emerging countries? It is often 
argued that the OLI paradigm was mostly created for developed country firms as it 
explains why those mature enterprises that have already achieved success in their own 
countries and in their home markets penetrate into foreign markets. However, 
multinationals from developing countries are usually enterprises that are young, often 
lack the traditional O advantages such as developed brands, sophisticated products or 
developed management techniques and they most often come from an environment 
that has undeveloped institutions and imperfect market conditions. So, how can these 
multinationals compete with the local firms and how can they overcome the costs of 
foreignness? 
One of the basic extensions of the OLI paradigm comes from Dunning himself, who, 
responding to the critics of the theory, has created the „Investment Development Path” 
(IDP) theory (Dunning, 2002). This theory’s basic assumption is that the „net FDI 
position” of a country is related to the country’s level of development.  This „net FDI 
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The IDP theory states that countries go through five stages of net FDI position, 
according to their overall development. In the first stage, there is little FDI, in both 
directions. At this stage there are few country factors that might be attractive to 
foreign investors and local firms are not too capable either. Therefore, local 
companies are neither incited to go abroad nor are the foreign companies incited to 
invest in the country. In stage 2, after the country starts to develop, the aggregate 
wealth and the per capita incomes start to grow, resulting in growing markets and the 
costs of serving these markets being reduced. Consequently, more and more foreign 
companies start to be attracted by these factors and the inward FDI of the country 
starts to grow. Meanwhile, the local firms are still not capable enough to think about 
penetrating into foreign markets, they are still in the phase of developing in their 
home country. By the time the country reaches stage 3, the local companies have 
already developed certain capabilities, have become more competitive that induces 
outward investment. In this phase inward investment is still significant, though 
starting to fall as the original advantages of foreign firms have started to erode and 
local firms have developed their competitiveness. In stage 4 the country becomes a 
net investor. This is mostly because by this time local companies have already 
developed strong capabilities which already exceed those of the foreign firms. In the 
end, in the most developed 5th stage, the net investor position of the country will 
fluctuate around 0. 
Dunning (2002) tested the IDP hypothesis for the period 1967-1975, using 
cross-sectional data for more than a hundred countries in different stages of 
development, and found that in accordance with the IDP theory, the examined 
countries’ IDP followed the above described U-curve. 
In this regard the IDP hypothesis can explain why countries still in their earlier phases 
of overall economic development start to invest abroad. Another important extension 
of the OLI paradigm on this topic comes from Mathews (2001). His LLL theory 
suggests that the multinationals from the emerging economies, so-called „latecomers” 
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from the developed countries. According to his theory, the main problem with the OLI 
paradigm is that it sees the multinational company as an actor that uses its superior 
resources and characteristics to profit from market failures. The OLI paradigm is one 
that can explain the internationalization of developed country firms: there are factors 
that „push” them out into the foreign markets; factors stemming from their „positive” 
characteristics, namely that they are more knowledgeable than other firms. On the 
contrary, the second wave of MNEs might be explained rather by „pull” factors, and 
„negative”, „lacking” characteristics. They lack resources and this is what „pulls” 
them into tapping the global arena. They use internationalization not with the purpose 
of using their competitive advantages abroad but rather as a means to overcome their 
potential disadvantages. The newcomer, i.e. the emerging country MNEs are focusing 
on the resources they can access in the outside world, instead of focusing on the 
exceptional resources that they have on their own and that they can export. In this way, 
the global orientation becomes a source of advantage, a necessity through which the 
developing country firms can gain competitive advantages.  
This is a „linkage” with the outer world, standing for the first „L” in the LLL theory. 
Through the linkages the newcomer firms come in contact with partners and firms 
form the developed world, through which they can leverage the resources they need. 
This leverage, as such, stands for the second „L” in the LLL theory. Finally, the third 
„L” stands for „learning”. Through the leverage of resources the newcomer firms can 
go through a learning process that provides them with the necessary advantages they 
go to seek for in the global market. 
Peng (2000) argues that the above described, mainstream theories on firm 
internalization focus only on the firm itself and tend to forget about the firm’s 
embeddedness in the wider society. However, according to him, the state and state 
involvement should actively be taken into consideration when examining the firm’s 
investment choices. This especially holds true for developing and transition countries, 
where the government’s involvement in the business world and in the firms’ strategic 
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